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INTRODUCTION TO THE ^iipjES 

Thu Theory of Boonomica does not funush a body 
of settled oonolnaions immediately applicable to 
pohoy It IB a method lather tluui a doctimo, an 
appaiatus of the mind, a techmqne of thinking, which 
helps its possessor to draw correct conclusions It is 
not difficult in the sense in which mathematical and 
Boientiflo teohnjgues are difflonlt , hut the fact that 
its modes of ezpiession are much less precise than 
these, lenders decidedly difflonlt the task of conveying 
it correctly to the min^ of leamois 
Before Adam Smith tins appaiatus of thought 
scarcely existed Between his time and this it has been 
steadily enlarged and improved Not is there any 
branch of knowledge m the formation of which English 
men can claim a more predominant part It is not 
complete yet, but important impiovements in its 
elements are becoming rsie The mam task of the 
professional economist now consists either in obtaming 
a wide knowledge of reXemnA facts and exeroiamg skiH 
in the apphoation of ooonomio pnnoiples to them, or m 
expounding the elements of his method in a lucid, 
accurate and illuminating way, so that, through his 
instruction, the number of those who oanjthink for 
themselves may bo increased 
This Senes is directed towards the latter aim It 



vi nmiODDCTION TO THE SERIES 
IB mtended to convey to the oidimiy leader and to the 
umnitaated student some conception of the general 
prinoiploB of tliougjit whioE eoononusts now apply to 
economic probloaiB The writers are not concerned to 
make ongmal contributions to knowledge, or even to 
attempt a complete summary of all the pimciplos of the 
subject They have been mote anuous to avoid obscure 
forma of oicpieasion than difficult ideas , nnd thou 
object has bean to expound to mtclhgont readers, 
prevaoualy imfamihar with the subject, the most 
significant cloments of economic method Most of the 
omisaiona of matter often treated m textbooks are 
intentional , for as a subject develops, it is unportant, 
espeoially in books meant to bo mtroduotoiy, to disoaid 
the marhs of the ohrysahd stage before thought had 

Even on matters of principle there is not yet a 
complete unanimity of opmion amongst professors 
Generally speakmg, the ■wiitera of those volumes behove 
themselves to be orthodox members of the Cambridge 
School of Economics At any rate most of thoir ideas 
about the subject nnd even their prejudices, ate trace 
able to the contact they have enjoyed with the writings 
and lootuies of the two economists who have oluofly 
mfiuencad Cambndgo thought for the past fifty years, 
Hr Marshall and Professor Pigou 
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PUBLIC FINANCE 

CHAPTER I 

EXPENDITURE AND REVENUE 

i 1 IntmdMotory Wlieiever an oigamsed poUtioal 
looioty has ozisted funds have been needed to defray 









ooileotively through ths Govorumont 


■Whorsver Government undertakes new exponditure 
the funds for whieh ate raised by taxation, these funds 
must, m the first instance, oome out of the pockets of 
the taicpayere (the only souroe of taxation is the wealth 
of individuals) and the extension of ooUeotive spending 
on the part of the Government moans other things being 
equal, a oontraolion of private spending 'Whether the, 
country will lose or gam by suoh a proceeding depends/ 
upon whether the loss from the reduced private 
' expenditure is greater or less than the gam from the 
new collective expenditure In considering this, wo have 
to take mto account the efieot of the btate expenditure 
both upon the amount of wealth produced m the 
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EXPENDITUHE AND REVENUE 0 
when the ooet of defence begina to have a aenons effect 
m reduomg wealth production, there would seem to be 
every moentivo to a oouhtry wiahfcg to mamtain its 
economic prosperity to find other means of maintaimng 
Its seouiity 

War expenditure is net the only kind of State ex 
penditure which may be regarded as unproductive 
Expenditure on the admuuatration of justice can hardly 
be called reproductive m the economic sense Some 
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One moie point miist be taken mto aoconnt m eetmat 
mg the effect of taxation upon production When a 
tax 18 imposed it la noimally used for a number of years 
People expect the tax anithia-axpeotatiou may affect 
the amount of their prodpt^jiy|r ^uji|jr^i^ji |8x yn 
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EXPENDITUHE AND REVENUE 19 
tluB kittd mto practice la that there la no automatic 
check to show how far the different kinda of apending 
ahonld be doYoloped We have 6mph|aiB6d the difficulty 
of tracing the resulta of increased taxation It le equally 
difficult to forecast the resulta of many kinda of Govern 
ment spendmg Much of such spending is only expected 
to ehow mdirect returns over long penoda, and it la 
difficult, even after tnal, to prove defimtely either 
failure or success Further if a Government once 
commits itself to any pohcy it la often difficult to 
withdraw and as a pubho undertakmg does not need 
to make a commetoial profit and does not disappear- 




TAXAIION AND EQUITY 


§ 1 TU Dislributvm of the Burden Ji the gftjmwnfc 
taxation >“ regarded as a burden that jndtT<dllftJ« We 
to bear m tbe pubbo interest it might seem that the 
most obTiouB and fairest way of distnbutmg it would be 
to call upon eaoh member of'sooiety to make an eqm l 
monej^ntribution Such a method would, for modSi 
cSfiSfeons impraotioable and unjust If in a 

country as hearily taxed and with such unequal 
individual wealth as the Umted Kmgdora equal 
payments were exacted, the teal bindens imposed upon 
mdividuals would be very far from equal ^The noh 

would pay only a small peroentage of their moomes 

while the poor would have practically nothmg left 
Having paid over their moomes m taxation, they would 
presumably have to be supported by the State The 
position would be obviously both unjust and tidioulous 
Where there is no great difierenoe in the ooononuo 
prosperity of individuals and where taxes are hght, the 
same obj eotions to uniform taxes per head of population 
do not exist and, as a matter of hiatoiy such poll taxes 
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idea m the philosophy of taxation m the nmeteenth 
century and many attempts have been made to find a 
working solution of the problem of distribiitmg taxation 
in a way that will result m eijuahty of saoiifioo 









TAXATION AND EQUITY 


§ 4 EguUy vn, Praciice ConBideiationB of equity seem 
to lay down certain guiding principles — 

1 Some degree of prpgteBBion la essential Even 
Mills Boheme of the exemption of a minimum for 
necesBaiiefl resulted m very eliglit progiession m the 
rates of tax on total incomes 

2 The progression must never bo earned to a pomt 
at which a man s net moome after the payment of tax 
IB actually reduced by an mcrease of mcome Tins 
amounts to saying that lates of tax should never be 
more than 100 per cent on any part of income 

3 In no onoumstancoa can taxation be equitably 
based on purely arbitrary ptmoiples which can have no 
oormeotion with taxable capacity— e g special taxes on 
people with red ham or on people over six feet would 
always be meqmtable 

i Taxes must not fall so heavily upon one class that 

the standard of hving of that class has to be appreciably 

reduced while other classes still retain a surplus beyond 

a reasonable standard It should however be added 

that there is by no means complete agreement as to 
what constitutes a reasonable standard for any class 

The above are at most hmitmg prmoiples and give 
very httle positive guidance for the distribution of 
taxation How small a way principles of equity take 
us IS illustrated by a case that was discussed before the 
recent Income Tax Commission In this country the 
incomes of a man and his wife are foi purposes of 
moome tax regarded as one mcome This is not 
carried to its logical conclusion, because a larger minimum 
IS exempted from tax m the case of a married couple 
than of one mdividual (although this exemption is 
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not, aa ona would axpeot, double the exemption given 
to » Bingle peraon) Apert Irom the exemption (and a 
very email extra allowanoo where the wife’s inoomo i8 
earned) the jomt Ihooine la taxed as one moome This 
means, of course that when both the man end woman 
have mcomea the tax paid on these mooraee after 
marriage will be higher than befoie, because the rates 

of tax become progressively heavier os mcomes increase 

This has been attacked ae an additional and quite 
inequitable tax upon the married as compared with the 
unmarried The contention that the only equitable 
proceeding is to tax the moomos separately both alter 
as well as before marriage, is countered by the objection 
that to do this would orooto another injustice The 
taxable oapeoity of a man, it is argued, is greater where 
his wife has an mdependout moome than when she has 
none and it is unreasonable that if a married couple have 
a total moome of, say, flOOO belonging m equal pro 
poitions to both of them, they ehovdd pay considerably 
less m tax than if they bad £1000 belonging exclusively 
to one of them The most obvious solution of this 
difficulty would seem to be to aeaess the moome jointly 
m all oases and then to rogaid them as two equal 
separate moomes, i e a total moome of £1000 would be 
taxed as though oompoeed of two moomes of £000 
whether it belonged exclusively to either potty or was 
ooutnbiited by both m any proportions But oven this 
hardly appears perfectly fair It puts the married at a 
oertam advantage aa oompated with the unmarried, 
for it would only bo where the total income was oontri 
biited equally by man and wife that the tax paid after 
marriage would bo os largo os the tax paid befoie For 
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achieve it at too high a price if it meanB that m future 
both A and B and possibly C and D will have heavier 
burdens to bear ^ 

This idea has long been aooeiitod in piaetioo The 
heavy taxation of alcohof in this country cannot be 
regarded os equitable, m the sense of imposing equal 
burdens for it falls exceptionally heavily on the poor 
and it peuahses very heavily coitam kinds of expondituro 
quite nieapeotive of the means of the spenders This 
taxation is accepted as fair (whore simdnr food taxes 
would bo condemned) because it le bebeved that much 
money spent on alcohol is from the point of view of 
society spent nnprofitably The wai tax on excess 
profits was not graded at all according to the individual 
moomes of the taxpayers (a company making excess 
profits paid tha same percentage of them to the State 
whether the shaisholders wore poor or iioh), mainly 
because it was a source of ooonomio wealth that could 
be tapped without serious eoonomio leaotions, at a tune 
when the need of lovenuc was particularly great Even 
the great recent developments m piogressive taxation 
seem to have been aooepted as much on the grounds that 
they were the most economical methods of getting the 
high revenues needed, as that they conformed to any 
abstiact standards of equity Oertamly thirty, twenty 
or even ten years ago such steep gradations of taxation 
as wo have today would have been condemned m 
unmeasured terms os robbery of the rich 

17 Trogresme Tamltori and Economy ^Progression 
has been ao generally justified as leading to greater 
equality of saoiifiee that it aeems worth emphaaising 
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CHAPTER III 
PRACTICAL PROBLEMS 




j DiffiauUtea of Pmonal Taxes 
latover theonea ol taxation may be aooeptod, their 
application will alwaya bo limited by the praotioal 
diffloultiee oi administration However attractive a 
tax may seem m theory, it is practically uselees as an 
ms^ument of revenue if the lamrer nart of its vield is 
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of fixed pioporty TJie history of tho American Property 
Tax shows many mstanoea of this The Enghsh Land 
Tax was oiigmally mtondod to afiejt other kinds of 
property hut gradually fell upon land only When 
the English Income Tax!' was first unposod by Pitt 
tho enormous evasion led to a revision of the tax so 
that it was no longer imposed upon total mcome, but 
upon income as it was derived from diftoront somoos 
Wherever possible, tho tax was deducted from moome 
before it reached tho taxpayer This system of stop 
pmg at the souise simplified tho ooUootion andl 
moroased tho yield of tho tax, but it mado the develop 
ment of graduation of tax on total moomes difficult 
In spite of many objections tho system is still mamtamod 
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faima — ^tUe piesumption bomg that tliis sorvod ns a rough 
index of the profits they woro likoly to be making 
In any oominunit^ whoio it is imiiossiblo for any reason 
to got faiily lobablo stateinonts of moomo or wealth 
fiom any class somo method of levying tax on external 
signs of wealth has to bo adopted At best it can only 
be expected to give a voiy lough approximation to 
actual taxpaymg ability 

Even when drroot personal taxes were mtioduood, 
admimstiativo dilEcidties pircvontod any olaboiato 
graduation, or the use of any othei method of adjustmg 
taxes to difioicncosm the taxpiayors needs All through 
the nineteenth century the great finance mmisters laid 
emphasis on tins need for simphoity of taxation 
Gladstone, foi instanoe, lefused to introduce m the 
English income tax the difiotonoo m the rates ohargod 
on earned and unearned mcomes suggested by Mill 
not beoause he oonsidered it undesnablo but because 
of admmistintive dilfioiilticB When Sir WiUiam 
Haiconit introduced graduated death duties m 1891 
he stated that it woe the diQlculty of admmistration 
which iiievontod the appheation of the same piinoiplo 
to the income tax 

Any mcioaso in the ooiniiloxity of a lax moreasos 
fidmmiBtiativo drfifieultios in two ways — 

1 It moreases the cost of collootion ‘ Wo may take 
it as a maxim ” says Sm Josiah Stamp, that the nearer 
auy tax IS to oonfoiimng with a principle, the more 
difficult it IB to collect ’ 

2 Every mciease m complexity tends to incroaso the 
possibility of evasion Where no exemptions are 
admitted it is, of course, othoi things bomg ogual, more 
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cb&ciilt to get tliioiigli Laiiduleat claims for oxemptiou 
than whole some claims are allowed 'Where difieront 
latea aie ohaiged it is easiei to get assessed at too low 
a rate than where only one list rate ft imposed Where 
oonsideiable evasions ooonr a tax must bo essentially 
imjiist, £oi the righteous suffer whde the more dishonest 
go free and the yield of the tax is reduced 
The lesult of those difficulties has been that, ospeoially 
in countiies where the finanoial admmistiation has been 
meffloient or oomiiit, or whore the taxpayers have been 
economically undeveloped, or have resented detailed 
statements of then means, the development of elaborate 
personal taxes graduated accordmg to moans has been 
difficult Even to da) no admuiistration is yet so 
offioiont and no people so cousoionlious about their 
payments, as not to make any mciease m complexity 
a very loal disadvantage in pioposod lax chaugos 
In spite of the admmistrativo difficulties, the last 
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whioK W£B devolopod in I9I7-I8 and was an mmonaely 
important somco of rovenno dnnng llio wai Even 
Franco, where direct taxation was long bitterly opposed, 
adopted an inconfe tax recently Thoso dovolopmonta 
havo made possible a inuoh closer giaduation of taxation 
to tho moans of the taxpayers The changes havo 
bocomo praotroablo only through groat administrative 
ohonges and would havo boon considered impossible 
quite a few years ago 

§3 PioAwUvelniirect Taxes Before the groat develop 
mont of diioot taxes all ooiiutrios depended for a largo 
pait of then revenue upon taxes iinposed on oommoditios 
Siioh taxes aro uonnally collected from tho manufaotiiior 
or impoitor of the taxed goods but it is intended that 
they shall ultnnatoly bo shifted to tho oonsumora in tho 
form of an addition to price Indirect taxes of this kind 
are still an important soiuoo of revenue m all countries, 
although with the recent developments of direct taxes 
tho proportion of total revenue raised from them has 
tended to decrease 

Tho number of taxes on ooiiimodities wluoh are capable 
both of cheap collection and of jieldmg a largo tax 
revenue is lunitod Such taxes aro expensive to ooUoot 
iinloss they oau bo unposed or checked at coitam 
oentiabsed places The popular ity of oustoins diitios 
from tho roveuus point of" view is partly explained 
beoairso (oxoopt in the case of aitiolos of very small 
bulk which can bo easily smuggled) it is possible to 
make a fonly close insgcotion of taxed articles ^t ports 
or mtornalionaliailwayoe^rajand tho oostof oollection 
18 cigapeged Where taxes are imposed on commodities 




PRACTICAL PROBLEMS 


])indiico(l nnfl coiL^nmed in tho tamiig ooiiutry tplioir 
production lias to bo watobod, and except when the 
production is oontrnliaed tlio collection becomes costly 
and diffloult Whore taxes can bo ooUbotod by stamps — 
as m tho oaao of tho onteitamments tax— a widely 
diihisod tax may bo moio easily collected 

If taxes aie imposed on commoditios which are not 
consumed on a large scale tho yield of tho tax will not 
ho groat, and tho cost of production is likely to absorb a 
largo proportion of it If tho taxed commodity is one 
whole a slight riso m prioo means a falling off in con 
sumption the tax IS likely to bo thoroughly unooonomical 
The rise in piioo due to tho tax will kill the demand 
and dry up tho source of the tax Tho consumoT suffers 
beoauso ho has to find an alternative commodity the 
pioduoor sufiora from tho check to his sales and the 
national ooffor does not gam Any attempt to increase 
tho productivity of tho tax by mcioasing its lato 
defeats its own ends Wo shall deal with this point 
later but tho not yield of an induect tax is hi oly to bo 
great only where the three foUowmg conditions are 
found — 

y 1 Tho tax must be capable of fairly easy pollpotio® 

2 Tho commodity taxed nrupt be largely consume^ 

3 The demand for the commodity must bo so stable 

that a fauly heavy rate of tax can be imposed 
without destroying consumption 

§4 The Tamlim o} Necessanea The commodities 
which fulfil the last two conditions are chiefly necessaries, 
for those are largely consumed and people are not likely 
to economise on them to any very great extent if their 
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prices iiBO moderately A small nao ni tlio pneo of 
broad or sngai or tea is not likely to chock demand, 
and piobnbly for all iiecesaaiios a fauly inolaBtio domnnd 
D-osta unless tliord is an obvious substitute easily avail 
ablo Taxes on convontioual nooessaries have some of 
the samo advantages Tobacco and alcohol aro laigely 
consumed by all classes while the demand foi them 


(although they aie not atiicUy necessones) is melnstio 
enough to stand very conaidciable toxatiou Toclmionlly 





dlfBoulto and mako it harder to safeguard a system of 
ad mhrem latea against fraud an^ evasion Some 
countiies, as Canada ond the United States have ad 
mhrem oustoma duties, but most have not attempted 
them on a considerable soala, and Germany after tiial 
abandoned them 

I njraotioe, taxes on fqodstnfegn^ 
necessaries ns affiohoT jinT^jiigjsp^^Sgro^^p^liaypjijpvod 
thomo|^Qjg^;ft{iy,^ In this coimtxy the hguot and 
t'Sniooo taxes with a Substantial oontnbution from tea 
have boon the mom souroes of revenue from mdireot 
taxation diirmg the last period In pre war Germany 
the impoit duties on gram yielded for more than those 
on fimshod and half finished goods m spite of her 



defended on the gioimds that they are a means of 
leaohing the poorer claases on whom it is difficult to 
levy direct taxes In a domooiatic country it is argued 
It IB essential for pohticol security that all classea should 




ct oploment to dnoct taxes — a point wo will deal witli 
further in the next chapter Ihere can ho no doubt 
that some such taxes can bo^ levied foiivemontlj are 
o*emery productive and aio ^obably paid with loss 
ooMoious ill feebiig tlian diicct taxes Tlio taxes on 
tobacco and afcohol m this country mo pushed at pi osont 
to extiemo limits but faiily high latcs of tax can bo 
levied ivithout lonJ haidship especially when the country 
IS accustomed to them and the initial friction of their 
impositiou has worn off 

The most unportaut aigiuuent fui maintaining 
indirect taxes is undoubtedly that it is always impoit 
ant to have a fairly broad basis for rovomio Too heavy 
taxation at any one point is likoly to hove disastious 
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inadecjuate to moot hei war needs It may m modem 
conditions bo poBBible to rely too greatly on one or two 
gloat taxes and thus to nnpoae too Heavy burdens at 
certain points, but it is certainly entirely impossible 
to raise the great modern revenues without relying on 
duect taxes for the bulk of them 


§ 7 A Praoiical Advantage of Income Tax One lost 
toobnioal advantage of the income tax may be noticed 



death duties moans that all estates which chance to 
change hands though death m a certain period ate 
subject to exceptional taxation while other estates 
escape The rates of death duty to he fait cannot be 
subjected to rapid readjustments 




: the tax(vtioii icclucos pioductivo capacity 
mg wealth that would otherwise be used for 




as unpioduotivo a tax on tobacco may bo expected to 
absorb part o( tbo wealth that would otborwiao bo spent 
on it If the tax is so high that it has the ofEoot of 
doubling the piioe to the consumer everyone who now 
spends Od on tobacco will have to pay through higher 
price an additional 6d to the State Those who do 
not buy do not pay As people do not presumably 
enjoy paymg taxes there is an mceutivo to them to 
cheek their consiuniition If at the taxed price people 
buy only half as much (paymg, of course, the same 
amount m price and tax) it may be assumed that half 
the money previously sjieut on tobacco now goes to the 
State 

In piaotioe people would almost certainly spend more 
on this commodity than they did before, for many of 
them would rogaid it as a uecoBsary In this case money 
which would othormse have been spent m other ways 
(which may or may not have been productive) would 
now bo spent on tobacco Unless people were wiUmg 
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to buy aB much at tbo bighoi price (and tboio would 
almost certainly bo some people who could not adord 
this) It may bo olaimod that some of tbo money that 
would othorwifld have gone on tobacco would now be 
abeorbed by the tax 

If the tax were ao high that consumption was gieatly 
reduced this would check its yield and would condemn 
it bom the pomt of view of the Chancelloi of the Ex 
ohequer, whose first neooBBity ib to got revenue When 
mdividual forma of expenditure are taxed there la 
shva>8 thiB danger Expenditmo may simply be 
diverted from one commodity to auothei (people might 
for matauoo, buy less tobacco and more beoi if only the 
former wore taxed oi if it wore taxed much more heavily) 
a result which would presumably cause some loss m 
satisfaction to the consumers, ns the readjustment 
would only be made ns a result of the tax and which, 
as we have already said, would offer no corresponding 
gam to the revenue 

The last danger might be avoided if taxation werei 
levied not upon isolated oommoditios but upon all kmds 
of expenditmo which can be conaiderod uupioduotive 
Somothmg apiiroxunatmg to this was attempted m the 
liixiuy taxes which wore pioposed m many oountiios 
and imposed m some durmg the wax Duimg this 
period the needs of the lovonuo the ahoitogo of neces 
saries and tho extreme unpoitanoo of onooiii aging savmg 
made the onso for taxmg improduotivo expenditure 
oxoepiionally strong, and taxation was proposed which 
waa intended to hit na fui ns poasible aU ktnda of luxury 
expenditme 

Exponouce coufiimed the bohof that taxation of thia 


a very eliort trial was cUangod mto a general tax on the 
turnover of aU businesses (wluoli had also been adopted 
as a wai moasare m O-ermany), wlueh it was hoped 
would prove more romivnerativo to the Treasury This 
tax really amounts to a general tax on all expenditure 
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Oa tho othar hand whoiovoi tatos oau bo aucoossfuUy 
imposod on individual loims of improdiiotivo oxpondi 
tiiro tlieio 18 a oase in idieir favour— from tbo produotivo 
standpoint— m tSo fact that they hit tho loss pioduotivo 
iiaoa of wealth Suoh taxes are not without disadvan 
tagea They may bo paitly mot by wealth drawn from 
other sourcoB and thus mdiroctly react on productivity 
By diacrunmatiiig against ono kind of expondituro they 
may check its dovolopmont and may thus alter tho 
natural dovolopmont of production All this is true 



production shoidd doliboiatoly discoiirago its loss rather 
than Its more productive uses 
As a matter of practice there aoeins no doubt that 
given om present enormous expenditure tho bulk of 
our revenue will have to come from direct taxes because 
of tho practical dilBcidty of finding sufficient indirect 
taxes yielding considerable levonuo without encroaohmg 
on neoossauos But whore taxable impioduotivo oxpou 
dituie can be found thoio is a good deal to bo said for 





twist to pioduotion Unless spooial lensons can be 
j^Bbown for disooiiiagmg certain kinds of production, 
[tins IS likely to load to the least olieobto production as 
fa wholfl relative to the tax yield The general argument 
IS in the mam sound It is, howeier not true that an 
moome tax on the English model does not show some 
disormiinatiou between ddlcrent uses of wealth 
Practically every income tax makes some ofEoit to 
exempt oxponditiue on nocosunnos by leaving a mmimiun 
of moome free from tax There is httlo ogroemont as 
to what the exempted mmiinnm should be The 
EngUsh muumum of £1C0 for the immained and 
£225 for the married is low both absolutely and 
compared with the American mmmiiim of $1000 
for the uniuarnod and $2000 for the married 
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diamonds or on a tap to Monlo Carlo But looking at 



sponding at tLo oxponso of savmg and although this 
18 probably practically unimportant when the rates of 
tax romam low it becomes inoreasmgly important as 
the rates moroosc 

The general exemption of savings has so far not 
entered mto the sphere of practical pohtios and the 
only important exemption m this country is the allow 
ance for certain forms of life insurance There would 
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oftined moomes aie in ono way oi nuotUoi clinigod at 
eliglitly lower laloB than mcomofl fiom investmonte 
Tlufl may oiniihasiso tho cUaooiuogomont to saving 
Tho lowoi ralo on>oaini)d mcoino is, howovor a conqos 
Biou to tho fact that pooplo with oaruod mcomos have 
to make a piovision lor tlio futmo by saving, wluoh is 
not UGOossaiy m tho case of a iioimanont moomo lo 
soino extent tho lower into may ho said to make saving 
possible Iho distinction scorns a fan ono, espooially 
whore tho oainod moomos aio small In England the 
distootiou does not now consist m a difioiouco in tho 
actual latoB olimgod, but m tho fact that on oainod in 
comes an additional 10 per cent is oxoinplod torn taxation 
with a maxininui exemption of £200 In some Buio 
pean conutnes three rates of tax aio chaigod one on 
eainedi ono on unearned and one on mixed inoomos 
Italy has a fouith rate uhioh is imxiosed on tho salaries 
of Sovermnont offioials It is lower than tho oidinaiy 
rate on oainod mcomos and is appaiontly a leoogmlion 
of tho fact that as tho Govonimout jiays tho salaiios of 
those officials it knows what tlieii oainod mcomos aro, 
and consequently they do not stand on a fan oompeti 
tivo footmg with othoi taxpayers whop it comes to 
making then moome tax lotiums 1 

§ B Income Tam, and the IncenUves to Pi eduction Apait 
from any question of diaoiunination between diSoiont 
uses of wealth on mcorao tax may react upon produo 
tion by ailectmg both tho wilhugnoss and tho capacity 
of the taxpayois to oontiibuto to futmo jiioduotion In 
considermg this question it is worth emphasising that 
the lesults ore only hkoly to bo important whole the 
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rates of tax aio Jugk The cfEoots of moomo tax upon 
piorluctiou have gamod an ontiroly now importance 
doling tho last ton years wluoli have aeon tlio most 
oxtiaordinary inoioaBos both in tho* total amount of 
levomie laiaed by the tax and m tho rates imposed 











[D PnODUCTIO 
Any deflnite a 


seams mipoasiblo Tho motives o£ mdividiiala differ, 
and the oaao is complicated by the font tlat a consider 
able part of tbe supply of capital is contributed by com 
panios whoso motives ore not Iikoly to bo tbe same as 
those of mdividuala ‘Whore taxation is high it seems 
moat piobablo that high rates will prove a general 
diBoouragomont to mdiistry— but at present the question 
IS mdeteiminato 


§ 6 Income Tea: and the Gofaeiiy to Produce 'Whatevor 
the effect of a high incomo tax m roduomg people s 
wilhngness there can be no question that high rates 
must reduce their capacity to contribute to future 

I production A high rate on tlio poor would cut into 
their capacity to pioduco by reducing exponditino 
necessary for officionoy A lugh rate on high incomes 
must almost oertamly reduce then capacity to contribute 
to saving Where the rate rises to 25 per cent or more 
of total moomo it is piobably unpossiblo to moot the 
tax entuoly out of economies m imnecessary personal 
expendituio Even if it weie possible, it is unprobable 
tliat people would be wilhng to reduce then expenditure 
very far below then onstomavy standard without 
roduomg the amount of then saving As the largest 
incomes normally contribute the largest proportion to 
saving having the largest ampins to save the fact that 
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administratively the oosieat to male water tight The 
graduation of the Legacy and Bucoossion Duties on 
the prinoiplo of consanguinity amounts to uiiposmg 
an additional tax, whole the heirs mjy bo reasonably 
regarded as having no natural claims on the testator 

Tho relative merits of death duties and luoonio tax 
have boon much diaoussod It is argued that death 
duties that are payable in a lump sum at long mtorvals 
are moie likely to be paid out of capital than an mcoine 
tax which IB paid n^nily annually It is probable 
that thoio may bo same forco in this argumout whore 
tho rates of mooiao tax are low and cau bo mot out of 
minor ooonomies but its pomt sooms smaller whore 
tho rates of moomo tax aio high It is unprobablo 
that m those ciicmnstanoos, oithor high moomo tax or 
high death duties will bo piaid ontuoly out of wealth 
that would othoiwiso have boon spout on cousimiption 
goods They aro both bkcly to como to some extent out 
of potential capital— m tho oaso of moomo tax by 
roduotion of saving in tho caso of estate duties more 
probably by loabsmg part of tho cstoto to moot tUo tax 
This moans prosmnably that tho buvot of tho roabsod 
estate will use wealth that ho had boo for invostmout m 
purohasmg old capital lathoi than m making a now 
invostmont so that both taxes may bo said to reduce 
tho new capital of the conmnmity AVhou death duties 
aro provided for by annual insursnco tho olfoct is 
probably abnost exactly snnilar to an annual tax on 
moomo 

How lor death duties adoct tho will to accumidato 
wealth IB as m tho oaso of the moomo tax, a diflioult 
question Both taxes, of course diifoioutiato in one 
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has tt valuable poaaosaion simply because the growth 
of the town (for which presumably he was not leapon 
Bible) has given Ins land value as an ohgible building 
site ’ If the town had not grown uj^ the land would 
still bo there, but its value would bo very appreciably 
loss Now if a spooial tax wore put upon braidings the 
result would be that people would be loss wilhng to 
bmld, beoauso the net value of these bnildmgs would be 
roduood by the amount of tho tax— but if a tax wore put 
upon that part of the value of land which is not due to 
the capital or work of mdividnnla but to the natural 
advantages of tho land, a tax would not affect the supply 
of It The land is there and although tho tax would 
reduce the return the owners would get from it it would 
not reduce the supply of land Taxes on tho public 
value of land have ployed an unportant part m tho 
hnances of New Zealand and the Australasian Colomes 
In this country the only attempt to uao a tux of this 
type was tho small undeveloped land duty introduced 
m 1909 and abandoned m 1920 There are two objec 
tions to a tax of this kind It is not always easy in 
practice to distmguish between that part of the value 
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■ lianda eitlioi by salo or death ’ This tax did not make 
any allowauoe for the oompoimd interest element but 
practical haidship -was piobably ledneod m two ways 
Income tax had not been paid durijig the years of 
aooirmulation so that to some extent the tax might bo 
regarded as deferred mcorde tax while the exemption 
of 10 per cent of the mcreaae m value gave an allowauce 
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§12 TheEP D midPtodtidum ftom tie pioduotivo 
standpoint tho tax was gonesrally subjected to ontuaam of 
two Innds On the one baud it was damied that tte 
tax was logatded by pioduoers as an <iddition to cost 
and was added to pnce with tho not result that in 
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CHAPTER 


TAXATION AND DISTRIBUTION 

§1 Easting Didnbutwn In 1918-19 (the latest 
figures available) the analysis oi the Income Tax latums 
shows that of over CJ m incomes over £130 nase*ed to 
tax m the Umted Kingdom nearly a holt fell between 
£130 and £100 and nearly | between £130 and £200 
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fact that the oountiya receives of wealth ere eon 
oontiated in relatively few hands and both large con 
tribntions to saving end largo contributions to taxation 
have to be met diiootly or indirectly out of these 
reserves if even a poor standard of life is to be mamtemed 
by the majoiity 

§2 The Modification of Taxation Until about 
fifteen years ago Engbsh taxation (and mcidentally 
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at the fidl stmdarf rate (until April, 1922 6s , 
at present 6b mtlie£) 

3 To impose bupei Tax on mcomee over £2000 Tine 
rises from- Is 6d on the incomes between £2000 
and £26,000 to 6s on the moornes ovei £30 000 

The lesult of the change is that the rate of tax now 
rifles fairly smoothly fiom the lowest to the highest 
incomes which pay a rate of lls on the parts of income 
winch exceed £30,000 

The development of graduation in the American 
Federal Tax la even more striking for piogression v ss 
practically tmknown m Fedeial taxation befoie the 
Income lax of 1913 The maximum late m 1919 
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owe the railways of the world With the small total 
income relative to popiilatiou of that century those 
capital accumulations wore only made possible by the 
oxtiemely low standard of hving of the majoiity Xhe 
■whole of the financial hteraturo of the period shows the 
general fear that if the State used its weapon of taxation 
to raise tbs standard even to the negative extent of 
throwing the cost of the Governments dead -weight 
expenditure upon the rich this must imperil our economic 
development That this tradition persists to some 
extent is shown by the numbei of people who eien now 
feel something approaching mstmotive honor of any 
member of the traditionally pooiei classes with the 
means to gratify a taste for any of the mmor amemties 
of life 

On the whole howevei the hadition of saving has 
not come so easily to the present generation The general 
oritioism that the sacrifice of generations of workers to 
the interests of future production mvolves a fundaments! 
oonfusion of means and ends has been given new pomt 
by the increasing demand for a higher standard of living, 
and a less arduous working life by those whoso com 
pulaory obstemioueneos made the savmg of the past 
possible On the other hand even from the produobvo 
etandpomt the critioism has arisen that the generations 
which hmlt railways and negleoted housmg dovelopsd 
machinery and kept educational e-rpenihture at tee 
mumnum wore developing mateiial at tee expense of 
human capital to an extent which piobably ultimately 
reduced prodnotiou, and loduoed it at an enormous cost 
m terms of human sufietmg 

There can bo no doubt of tho force of this criticism 
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ohookod the taxpayeie will lose any futuie income that 
they -would otherwise have derived fiom their invest 
mont But the matter does not end there The develop 
mont ol tevtile maehmery generally facilitates and 
ultunately cheapens the pioduction of textile goods, and 
the loss &om any holding up of this falls not only on 
the origmal mvestois, hut on all oonsumeis To take 
another case It is arguable that dmmg the nineteenth 
century the real mterests of the country would have been 
hettei served if less had been invested in railways and 
more in housing Better housing would oertamly have 
mcteased the comfort and might have mcieased the 
productive efficiency of the poor but on the other hand 
anything that checked the development of transport 
would have kept up food prices m this country and the 
loss from dearer food would have to be set against the 
gam from better housuig m oaloulating the net gams 
of the change both to the poor and to the country as a 

3 In these cases there is no reason to think that the 
transference would hove any immediate effect upon 
employment The people who without the tax would 
have been employed m building railways might after 
the tax be employed on housuig and the sum paid m 
wages m both cases might bo equal If bowevei, the 
tax not only tiansforred wealth but disoouragod pio 
duotion (eg not only absotbod a part of the largest 
meoines but disoouragod tho development of these 
incomes) it would moan that demand at some points 
would bo chocked without compensating moreases at 
others This must reduce tho total demand foi goods 
and servicea and ultimately rcaot on omployment 
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sliortage ot employment lo likely to lead to the aooept- 
anoe of lower wage ratea m the hopes of gettmg pro 
duotion Btarted ogam If this happens the final result 
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otliei opeiungs for employment, they cannot tempoiarily 
adjust the supply of workers until the market improves 
The relative weakness of the workers position makes it 
particularly important that the onus of ‘ shiftmg the 
tax ” should not rest upon them 


§ 8 Professor Pignano s &cheme Before leaving tlie 
question of distribution it is worth lookiug at a special 
form of mheritanoe tax which it is olauned is likely to 
discourage mditeotly as well as dueotly some mequah 
ties of mcome We sew m Chapter IV that where m 
heritanoe taxes penahse the mheritmg of large properties 
this may be expected when the lates ate appreciable, 
to encourage the more equal distribution of property 
■while by absorbing a propoition of individual inheritance 
It does dnreotly pievont some of the more stnlong in 














CHAPTER VI 


OlHEll ECONOMIC CONSIDERATIONS 

§ 1 Oaptiahstttwn of Taxes Wteie a tax thieateas to 
reduce the supply of any neoessaiy eoonomio semoo or 
counnodity rt le usually slutted away from the producers, 
even if it is imposed on them in the first instance Where 


readjustment of supply is possible the tax falls on 
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§2 Blaflmg of Inivrect Taxes Boouomio ioroea 
only woik themsdvoa out gradually and even 
wKere a tax la imposed witli tie expectation and 
intention that it will be shifted away fxom the original 
taxpayer this shifting may take tune In the case of a 
tax imposed on a oommodity produced m the taxing 
country the usual procedure is for the tax to bo collected 
from the producer, it bemg expected that be will refund 
himself by a proportionate moroase of puce to the con 
Burners In the first matance however, he may be on the 
horns of a dilemma Whore the tax is unexpected the 
mduatry wiH bo orgamaod to satisfy demand at the old 
price If the price is raised this is likely to cheek the 
demand both by mcieased economy m the use of the 
taxed article and by enoouragmg wherever possible, 
the use of untaxed oubstitntos Where the decrease m 
demand is oonsiderabls the result may be that a con 

sideiable proportion of fixed capital, etc , will be thrown 

out of production and entail oonsideralile loss to pro 
duceis In these ououmatanoes it is possible that it may 
be to them mteiest to morease price temporaiily by loss 
than the full amoimt of tax acceptmg a lower rate of 
profit m prefeienoe to outtmg off a considerable part 
of the demand The pioduoers position is weakest 
where the demand le elastic and where it is difficult to 

adjust supply without loss In any case if the net 

returns are reduced by the tax the mduatry is not likely 

to attract new mvestments imtil pnoe has recovered 
sufficiently to show areturn approximately equal to that in 
other similar investments Supply will gradually readjust 
Itself until the bmdon le shifted on to the oousumers 
Actually we ate accustomed to a new oi increased tax 






Biuneta is bkely to rise ultimately botli by this sum aud 
tbo amount o{ the tax Such taxation is essentially 
wasteful, for the loss to the taxpayers is gientei than the 
gam to tho levenno In praotico probably the moro 
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aio lost by the leduotiou of tbo amount ptoduood but 
wheie a tax by cbeokiiig fiuthoL expansion delays the 
mtioduotion of possibla new economies The result 
IS likely to be pioie impoitant lor growing industries 
than for those that aro well estabhahed A general case 
ngamst o tax on a developing manufaotuiing industry 
can always be made on these grounds In the past the 
more popular policy ns far as national indiisurios of 
this land are concerned has been to give clueot or m 
direct bonuses rather than to subject them to speeial 
taxation, but it is possible that a gonoial tax on industry 
—such 03 tbo Ihench and Gorman taxes on tiimovor ” 
—fall specially heavily on these industries 

If taxable commodities oau be found which can be 
pioduood moie cheaply on a smaller than a larger scale, 
a tax by reduomg output, might permanently raise 
piioe to the conaumers by less than the amount of the 
tax Such a tax is obviously economical for it takes 
less out of tbo pockets of the consmneia than it yields 
to the exchequer 

In this connection it is worth noticing that a tax on 






§ 4 Import and Export Duties Taxes which arc 
unpoaod on imported and exported goods have a practical 
advantage m that they arc normally easy to collect, 
but they have appealed to popular favour mamly on 
other grounds All customs duties seem to ofior tho 
toinptmg poaaibibty of makn^he forfflgpar pay 
while import duties have acfimv^p^ufifrity as a^ethod 
' woteotu^ hpme .in d jiytt ies ’ An import duty, it 
should' “lie noSceS, is protective only if it differentiates 
against foreign pioducsrs hy imposing a tax on im 
ported products without a conesponding ezoise duty 
on homo pioduoed supphes of the same article Free 
trade ooimtiios may use non protective import duties 
for revenue purposes without mconsistoncy 
Our discussion of taxes on goods pioduced m the homo 
markets suggested that these were idtunately paid by 
the consumeis In the same way one would expect that 

a tax on unpoits would “ ^ ' 

coimtry On tho whol 
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aro likely to oauee some check to output as a result of a * 
rue m price while over a longer period an export duty 
may be an important factor contributing to the develop 
mont of alternative sonreos of supply o^ possibly to the 
use of substitUtea thiir ultunatoly weakemng the position 
of the producers m fjho taxmg countiy 

§ 6 Gusto7rtS~~nulm ma T?aragn Exchange Rates 
There is a further consideration to be taken mto account 
with rogaid to the incidence of unport and export 
duties In buymg and solhng between ifierent countries 



terms of sterling Other things being equal, the cheaper 
the dollar m storbng the cheaper it will be for au Bnghsh 
man to buy from Amenca Now the value of dollars 
m terms of sterbng depends primarily upon the relative 
demands for them Anythmg that luoteasea the demand 







sideiablo oliook to imports Fiirtlier, as lias been 
sufficiently demonstrated dmmg the last two years, 
anytbmg puehing up tbe value oj tbe ouxrenoy of one 
country m teims of anotber baa disadvantages as well 
as advantages When oivr ourrenoy rises m value it 
certainly makes it obeaper foi us to buy from abroad 
but it makes it dearer for foreigners to buy from us 
Our gam as consumers is partly illusory, for it is aobieved 
at the expense of our export trade with its oonseciuent 
reactions on production profits and employment 
Export duties which tend to check exports have, 
of course the opposite effect on the foreign exchanges 




OTfILll ECONOMIC CONSIDERATIONS 90 
of the export duty m selling abroad, and is a small 
bonus to other exporting trades On the other hand, 
it makes it dearer to buy from abroad As most coimtrioa 
find it to thoir advantage to buy soqie goods from 
abroad and to aoU others m foreign markots there is a 
general presumption that any orbiteary mtoiference 
with this oouiao of trade will ultimately moan more loss 
than gam 

The aarao general prosumption holds against any 
indirect tax on a homo produced article and the argu 
mout must not bo taken to mean that ouatoma duties 
may not bo amorur the bosi available uubrcob taxes 
It does however moan that the gouoral arguments 
gainst all mdiroot taxes apply to them that tho only 
oiroumstauooa m which part of tlio direct burden is 
likely to be forced even temporarily on the foreigners 
are qmte exceptional while ovon m those oircumstanccs 
the direct gam is hkoly to bo counter balanced by 
mdiieot leaotions cither on our import or export tiade 


§ 6 Pfotectm Duties aiid Revenue AVhoto protective 



being feet m the field 

Tbe original d^^e of protective duties of Jus land 
was made for tCoT^oloT^e oT oounffioa in‘a*stago of 
transition between agrioulturo and manufaotuie Tbe 
arguiuonlrxs bftftiflfily iftsSglSt'feHS^S'S^l^and had 
a speoial application m the nineteenth century when 
England which was practically the only coimtry with 
developed manufactures was m a particularly strong 



OTHER ECONOMIC CONSIDERATIONS 101 
tlioii original (ixpoQout was tliat thoio should always be 
a dofinito time limit -with a maxunum of ton years In 
piaotico howovor, tho lojoal of duties origmully unposed 
to protect an mfant industry ' is bifctoily opposed 
and lew ooiintrios which have once committed thomeolvos 
to a pioteotivo policy have been strong enough to resist 
the appeals of tho voetod mtorests to mamtam tho duties 
btyotly, of ooiiiso, o ijovolopod inaniifactmMg ludustry 
has no olaini of this kuid to pirotectivo duties But the 
argumonta apphod originally to infant mduatnce have 
boon given a fiirthoi apphcation on the grounds, firstly 
that a linthor extension of tho scale of production may 
lead to further economies and sscoudly, that mdustiies 




PUBLIC FINANCE 


a tax IS levied for protective purposes it must, from tlie 
nature of the case, be unsuited for general revenue 
purposes A tax as far as it is protective cannot yield 
revenue Wlipre the declared purpose of the tax is to 
put the borne pioducer in a iiosition to oust foreign 
competitors, even if the tax yields revenue at first, it 
must, if it IS successful prove ultimately improductivo 
Nor can taxes on dumped surpluses ever bo counted on 
to yield a steady and dependable yield to tbe exchequer 



CHAPTEB VII 
LOCAL FINANCE 

§ 1 The Fmclioiw of Local QomnmenU The govorn 
ment of thia country is divided between the eeatral end 
local governing bodies and the local bodies have then 
own financial problems It is not easy to draw a bard 
and fast division between the spheres of the central and 
local authorities and to say that while some forms of 



geographical conditions historical associations and poh 
tical traditions, and vary from period to period in the 
same coimtry as conditions alter and as the efficiency 
of the local authorities changes There are some kinds 
of expenditure which are clearly national m scope and 
can be much more efficiently adniuusteied nationally 




which need not dotum us settled down as a rata ohaigod 
on the annual value of immovable piopeity Ratos foi 
othei ojtpendituio have been giadually assimilated to 
the Poor Eato and our local taxation is now obtained 
thiough rates imposed upon the annual value of im 
movable property The property liable to local taxation 
includes land bmldings and fixed maelnnory although, 
as far as the last is oonoernod, there does not seem to 
be any uniformily of practice The rateable value of 
properties for poor late purposes was defined in 1830 as 
the rent at which the same might bo leaaonably 
expected to let from year to year dednotmg there 
from the probable average cost of the repairs, insurance 
and other expenses necessaiy to mamtain them in a 


etate to command such rent ” Binoo the Agricultural 
Rates Act of 1890 agricultural laud (apart fiom farm 
buildings) baa boon aaseased at halt its annual value 
only The estunated necessary local revenue is diB 
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of tlio diatriot Tho rates aio levied on the oooupi 
except m the case oi some small properties wheie 
rates may ho paid by the landlord 
As the position now stands ocoupiera of land i 
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return If, for instanoo, houses were huilt m tie expeo 
tfttion of lotting at on annual rontol of £46 exclusive of 
rates but aucldon heavy indoasoa m this charge meant 



tho pomt 18 particularly evident at the present tune) the 
oxteome difficulty of finding any othoi accommodation 
may make it ptaeboally impoBsible for him to move 
while even if other accommodation is available the coat 
of a removal (especially whore it may involve tho loss 
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general economic tendencies will probably work them 
selves out, but it may bo an oxtiemely alow and irregular 
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§ i Ontimms of the English System of Local Rates 
Oui systom of local rating has been Bubjoot to aovoro 
oritioism on grounds of equity Tho three olassos most 
directly affected aio owners of land, owners of other 
immovable property and oooupiors’ of immovable 
property, altliongb tho last two olassos may bo able 
ultimately to shift pert of the imtial burden of the rates 
on to other olaaacs It has been objeotod that the rates 
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property m diflorent distnots, or owners of immovable 
and movable property 

Another important distinotion arises between rates 
which are onerous and rates which are heneftcial Much 
local expendituio is mtondcd to react directly to the 
benefit of the taxmg dietrict Bxpoaditme on pubho 
parks, open places oflEectivc aystonis of sanitation or 
adeijnato street lighting yields a duoot beneficial 
return to the rosidonts in the distnot, and by moreaamg 
the advantages is hkoly to mcroase the value of im 
movable property m the district As far as owners of 
property are concerned it does not seem unieasonablo 
that they should bo called upon to contubuto to the 

evpendituie m proportion to tho valiio of tlio fixed 

piopeity hold On tho whole tho value of this fixed 
property serves as a rough index of the odvautages they 
aro likely to teceivo from tho improvements As fat as 
ooonpiers aro concerned tho case is less clear It is 
true that one is piobably justified m presuming that 
all ooonpiers will receive some benefits from greater 
oonvomences and amomtios in the districts in which 
they live, but it is not loasonablo to suppose that tho 
benefits they receive will vary in proportion to tho 
annual value of the fixed property they hold Nor 
of couTSO 18 one justified m assummg that the annual 
value of then; fixed iiropoity is an index of tho abihty 
of tho taxpayers to oontnbuto to tho rates It is probably 
broadly true that a man occupymg a laiger house is 
usually bettor off than a man occupying a smalloi house 
but he may bo compelled to oooupy the largo house 
because of a large family ou^ there is cortamly no 
reason to think that taxpaying abiUty vanes m proper 




expootod to show a dncct return to the cUstnot The 
chief ouoroua rutos are tho Poor Rate (the oldest of all 
the latos) aud tho Lducation Rale wluoh although it 
oonatautos uiidonbccdly productive cxpoudituro from 
the point of view of eocioty as a whole cannot be ex 
peeted to benefit owners of proiiorty in any way in 




ol raising looal levonuo by imposing duties on goods 
coming' mto the taxmg disbiots is not only eirtremsly 
expensive to collect and easy to evade but is a Inn 


diance and handicap on trade 
Two aiiggestions tor obtammg looal revenue m ratter 
difSoient ways may be noticed m tbis connection 
1 The undertakmgs of looal govommonta can sometimes 
distribute ttou costs on the ordmary commercial 
prmoiple of otargmg for value received Wtoie gns, 
trams and dookieity are supplied by looal autbonties 
the services ore usu^y ohaigod for m proportion to the 
value suppbed to mdividual oonsumora at a rate high 
enough to cover costs Prootioally the need foi each 
undertaking to cover its own costs has proved a con 
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meats sie thus m grei 
for those aro based nc 
department itself will d 
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would tend to overload the central maohme dimmioli 
local responsibility and load to gieatly enhanced ad 
mmistrative cost ” 

These oritici^ of the Committee on National Ex 
ponditure seem on the whole to have considoiablu 
foundation, nlthongh theie is perhaps too ready an 
assumption that all moieased expenditure on education, 







llaTO to bo oonsidorod , aud while it is dear that tho 
Qovomment cannot onoouiago oictravaganoo m the luo 
of funds, it IS equally imdwuablo that it should onoourago 
the parsimony of some local authontioa with logaid to 
many somoes— more oapeoially perhaps tho educational 
and public health services At tho piesent tune tho 
whole question of the lalationship of National and Local 
I'lnanoo demands revision and simplification 
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§2 Rmwj Pnees and Foreign Debts The eoamg 
prions dnrmg the war brought great evils m their tram 
, Eismg prices generally affect profits favourably (for 
selhag pncos uioroaao and expenses take somo time to 
readjust thomselvea) and m this there is some gam 
to the Exchequer, both because incomes from profits 
normally oontnbuto more largely to revenue than other 
incomes, and heoanso such incroosoa in profits are 
generally a stimulus to moroased trade activity and to 





the gold atandaid this represented approximately the 
deprooiation of the £ in gold The other European 
bolhgorente wore in a worse plight Their ounonoies 












important, and tlio real burden to the taxpayers of the 
necessary taxation steadily decxeascis 
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war loauB Fiom the point of viow of the Government 
this has tho real advontago that lesouicoB will bo lent 
with less lU fooling than they would bo paid m taxation 
and it moans that the iimnodinto Bubj^etivo burden of 
tho tax to tho country is Iobs than if the money had been 
raisod by taxation In tho firot matanco this probably 
means less diaoouragomont to production than equal 
taxation Whoro onorinouB war revonuoB have to bo 


id for a term of yeara it is posBiblo that to raise tho 
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maturing after 3 4 or 6 years are regaided as part 
of the imiunded debt, in otbora (as m England) only 
that part of the debt which gives a claim to repay 
ment within 12, months of the date of issue is classed 
as unfunded 

Before the war nearly seven eighths of om dead 
weight debt consisted of ponnanent debt This debt 
had been mouTrod at vanous periods mainly during 
the nineteenth century wars but the various seoun 
ties of which it had origmally consisted had by 19U 
been nearly all squeezed together into one big lump 
the Consolidated Debt, more usually known as Consois 
This debt carried interest at 2i per cent A small part 
(something hko 8 pot cent) of the pormanont debt had 
not been included in this consolidation and carried 
interest at 2} per cent 

The unfunded or floating debt was at that time an 
lusignificant part of our total liobihties, and w as inouri'od 
mainly in anticipation of revenue winch was ospootod 
to fell m later m the year A very small part of tho 
debt was held permanently m the form of Treasury 
Bibs as the most convenient form of investment 

The other item in our deadweight debt was tho oapitol 
babibty of tho Government on behalf of terminable 
annuities In some cases fixed sums had been paid 
down to the Exohoquot in return for wbiob tho Govern 
ment undertook to pay anmutios This was ossentiaby 
a method of repaying debt, not of borrowing and 
need not detain us further 

From 1914 onward tho greet financial needs of the 
Government made it eager to tap aU possible souroca of 
revenue Long date war loans, war savings osrtificateB 




clasBea of mveatoiB The loans were backed by eveiy 
kiiid of patnobo appeal Postois propaganda, tank 
weeks, as well as the merits of the loans tlomBolves were 
all used to catch subsoriptions for the Government net 

§ 6 Barromng ani Injtaltm The investments came 
from different sources In port they wore subscribed 
by private individnala who put their savings into war 
loan in preference to other investments or who perhaps 
out doivn their normal eiqicndituro in order to increase 
their war time savings Whore this happened rcsouiees 
were transferred from the lenders to the State just as 
much as if the tiansforence had been made through 
taxation The Government was able to huy more the 
spendmg power of the lenders was correspondingly 
reduced and the total volume of purchasing power in 
the country remained the same 



increased economy on the part of the lenders Banks 
cannot morease the supply of money by increased issues 
1 of notes or ooins but they con increase the supply of 
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limited extent end only for very ohort period adviinoos 
To take an instance of how this borrowing worked If 
the Government borrowed one inilhon pounds from the 
Bank the Government’s credit would be moroasod by 
this amount, until it drew a cheque against it and paid 
it out to some creditor This oreitor would presumably 
pay it into lus own bonk The Government’s credit at 
the Bank of England would ho decreased, but the 
creditor would have a right to draw a cheque on his 
bank, and his bank on the Bank of England for a 

I ooirosponding amount Thoto would bo a net inoieaso 
of one milhon pounds in the purchasing power of tho 
oountiy But the matter would not end here I It is 
the tradition of Enghsh banking that a credit at tho 
1 Bank of England is regarded os cash The bank which 
1 had a claim on tho Bank of England for one milhon 
\ pounds (although its hnhihtios to its client were m 
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I creased by a corresponding amount) would find its 
reserve strengthened la proportion to its liabihties, and 
this might be used as the basis for a further extension of 
credit, which m its turn would probablj be lent to the 
Government The original one milbon pounds loan 
might thus mean an ultunate extension of credit 
considerably in excess of its original amount and would 
have the result of pushing up prices and moroasing m 
this way the expenses of government 
Boriowing of another hind — ^borrowing by means of 
j treasury biUa — had a somewhat similar ofieot These 
bills matured so lapidly that they could praotioally be 
regarded as a cash reserve and by strengthening the 
reserve increased the banks credit lesiies Tho m 
creased spending power was always hkely to como back 
to the Government either through taxation or new 
borrowing 

An objection that seems to anse here is that even 

although the banks could create credit in pro war days, 

an eSeotive check was imposed by tho ncoossity of 
mamtaimng a cash resoive and the hanks credit 

isauea were kept within bounds Ceitam ohoques would 

be presented for payment in cosh, and a proportionate 
reserve had to be kept to meet them If pricee rose 
from any cause the result was that as wages and other 
out of pocket expenses rose, increased demands for cash 
to meet those lugher chargee would be made on tho banks, 
and as a result these — finding then lesoives imperilled — 
wore compelled to check their ciodit mcieasoe The 
reason that this check did not operate eftectively during 
the war was that Treasury Notes had been issued by the 
Government and made legal tcndei Although these 
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oould not be manufactured by the banka, they ooidd be 
obtained by praotieally any banlc witbi olama on the 
Government or the Bank of England, and the Govern 
ment borrowing was oontmually making these claims 
In consequence the old check operatmg through the 


inconvertible) and the possibihty of the banka obtaini 
Bupphes of these notes, wore an essential condition of t 
bank loans out of which the Government financed 
large part of its undertakings Both methods inrreas 
the supphes of puiohasmg power, and the result 
inflatmg prioes was probably much the same Wh 
part of the ovils of poet war finance arose out of t 
fact that debts had been accumulated while niioes w« 




be clearly stated that higher pnces between lOU-20 
cannot, in any case, be entirely aeonbed to the finance 
of any one government World pnces were nsing, in 
neutral oountnes in which lie gold standard was re 
tamed pnces rose as well as in the belhgerent states, 
and while the pohoy of any govommont which increased 
purohaamg power was a contributory factor the most 
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tions (even aftei allowing foi tlio defalcation of Enseia 
her largest mehvidnal debtor and apart from her olaima 
on Germany) are more than ofiset by the debts owed to 
her from abroad France Italy and Belgium are faced 
with their babihties to England and the USA against 
which they and more especially France have large 
olaima on Germany, while Italy has some rather shadowy 
olaima on Austria This is of course not a complete 
account, but it gives some idea of the oompleiaty of the 
position 

In praotioe although the debts stand the obhgations 
they imply have not been etiiugently enferoed between 
the Alhes Interest payments have been deferred and 
the actual difficulties of mahug these payments have 
not yet been felt Although measures have been taken 
to exact some reparation from Germany even here 






§ 3 Repayments and the Creditor Countries A countiy 






the paying oovmtry oi compete witli hei m pioduotion 
On the one hand, competitive industries will find her 
competition dovelopmg and encroaohing on their 
markets , on the other the aellmg industiies will find 
her demands from them chocked Where the financial 
position of the debtor country is so bad that hei ourtenoy 
IS depreciated and worth less abroad than it is at home. 
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obstacles m the way of making them, we should still 
suffer from her competition with oiu producers in 
foreign markets Any general prohibition of her export 
trade by joint alhed notion would simply deprive her of 
the means of paymg her debts We shall gam from the 
repayments if and when we get them but we may 
suffer oonaideiable moidental trade dislocation throng 
the methods of payment 

I Although the degree of oompetitioD will differ from 
I ease to ease, the result of the payment of inter 
^national debts must always load to amallet purohasea 
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Althougli the payment of interest on war debt does 
not reduce the productive capacity of the country ae a 
whole, the neoeseary taxation may have mdneot efieota 
m diaeontagmg production We have seen how the 
expectation of Heavy taxation {and the service of the 
internal debt accounts for nearly one half of our present 
taxation) may discourage production, and m this case 
thoie 18 no compeneatmg gam to be set off agamst the 
discouragement The money is simply redistributed 



mjuBtice creeps in 

These disadvantages mate the paymg ofi of the debt 
desirable whde there is the additional practical con 
sideration that if the Government should need to borrow 
agam, its credit is not likely to be improved if it has made 
no effort to reduce its oarher debts The real problem 
resolves itself mto the question whether it is preferable 
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1 10 A Levy on Capital The proposal to impose a 
general capital levy has been condemned as mequitable 
impraotioable, and hkely to mfliot a fatal blow on our 
industrial prosperity It is perhaps important to point 
out that to answer these charges for practical purposes, 
supporters of the levy have to show not that it is per 
footly equitable, capable of perfeot administration or 
without any injurious economic results, but only that 
on the whole its effects are less bad than those of 
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enabled people to aooumulate wealth m the last ten years 
The second point proeeuts a real problem but a working 
solution of it might be found by imposmg esceptional 
income tax on profeseional incomes for a term of years 
As far as cases of personal hardship are concerned the 
only method of avoiding them is by exempting a mim 
mum of wealth from the levy and by graduation of the 




a definite eBtimate impoEBible One point le clear The 
best moment for a levy would have boon during the 




partly booauBo it -would bo an uufavouiablo time f oi tbe 
taxpayers to reabse tboir assets to meet tbe ueoessary 
payments 

§11 ALeoyonWarWeaUh The suggestion for a special 
levy on war wealth was received with more official 
approval in this country than the proposal for a general 
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attempt to reduce its capital liabilities and (witb some 
economies lu expenditure) tie budget estimates were 








revenue and considerably more than twice oui total 
pre war revenue, to meet dead weight evpcnsos due 
primarily to war In the two chief iteills (the mterest 
on debt and pensions) no considerable munediate 










a laigei poioentago ol our smaller total moome and tiro 
holders of Government stock -mil gam at the expense 
of the taxpayers If trade recovers the real income of 
the country is hkely to moioase and an automatic 
moioaso in the yield of tho present rates of tax mil 
follow, but if this is acoompaniod by any further fall 
in puces the holders of Government stock will still gam 
at the expense of tho taxpayers because of the increase 
m tho value of their money claims on tho community 



of oiir present taxes will improve the percentage of our 
total income ahsorbed by our debt charges wiU he 
reduced and ohangos m the value of money will no 
longer be benefiting the Govominent stookholdera at 
‘ the expense of the taxpayer 

Tho whole future of our finance is bound up with the 
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future of production, and anytluug toudiug to an im 
provement of trade wUl tend to incieaso the yield of 
our taxes Fmthor, as a huge port of out liabilities are 
fixed m terms of money out financial futrwe is also bound 
up with the future of prices Any further peuabsatiou 
of the taxpayer by a fiirtbei fall m prices is to bo 
deprecated— and, although we have nothing to gam from 
a now inflationist pohoy which would raise puces but 
almost certainly sow the seeds of another trade collapse 
a gentle rise of prices, wbob would stimulate a trade 
recovery, would do mucb to ease out present difficulties 
Even an immediate return to prosperity, bowover, 
would only gradually show itsolf in some of the revenue 
figures, as a considerable part of Income Tax is paid on 
the aveiage of three years income, and wo still have to 
bear part of the ofieot of the recent bad years m reducing 
tax revenue 

§4 The Futwe oj Qoveimnmt EiopendUwe The last 
method of meeting financial diffioultiee is by a strenuoue 
cutting down of other oxponditme in order to meet the 
heavy oharges imposed by the obbgations with which 
the war has left us Mora than half oui pioaent revenue 
IS absorbed m this way Of the rest nearly £140 000 000 
goes on the Army, Navy and Air Force We propose 
to spend £52,000000 on education and just under 
£‘>6 000 000 on pubho health from the national funds 
(together amouutmg to loss than 9 per cent of our total 
expenditme) These, with the £22 000 000 absorbed 
by Old Age Pensions, ate the chief items m the coat 
of our social semcee In addition to this of the 
£100 000,000 given m grants to local authorities a 






absorbed by the cost of tbe Post Office (which is balanced 
by the Post Office receipts), the load fund (met out of the 
taxation on raotonng), the charges foi the various 
othei civd seivices the cost of coUeotmg revenue and 
the £26 000 000 allowed as a reserve foi any supple 
montary eiqieiiaes which may aiise within the flnanoial 
year 

Ooveinmeut expenditure at any tune is oontioUed by 
Government poboy, but is largely dependent upon 
administrative cost The war period was a period of 
lapidly expanduig activity, and during these ye^s 
the Gladstoman tiadition of tummg labels on despatch 
boxes m the mterests of economy was almost inevitably, 
and probably quite rightly, relaxed The increased 
demands on the Government undoubtedly gave open 
mgs for administrative waste The woik outgiew the 
01^ service machinery and readjustment could be only 
gradually made Tbe piesent demand for economy is 
likely to lead to a tightenmg up of admmistrative 
expenditure and may lead to considerable economy 
In many oases doubtless this is desirable but if it leads 
either to undeipayment or to imdeistaffing the immedi 
ate economy may be dearly bought Two changes m 
organisation have boon suggested which might result 
in some administrative economy The defence sei vices 
might bo brought undoi a oontialisod administrative 
control, which by co ordmai in might result m con 







tiie piesoEt mothoda of giving giants fiom tlio ooiitml 
to the local funds Boom to domand a long postpouod 
revision and aimplifioation 

How fai tlie piosont finanoial position domands a 
considoiablo oliango m tho policy of the Govornraont 
with regard to apendmg it is moio difficult to dooido 
Tho only sane way of regarding any oxpondituio is to 
balance its advantages agamst the cost of coUootmg tho 
revenue The heavy debt charges that the Govoiumoiit 
has to meet (even idthoiigh they only involve lo 
distubntion) make it more difficult to raise fijrtiioi 
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tee has developed gradually and any oonsideiahla 
letrenohment new would mean not only the loss of 
much of the advantage of past spending but as times 
improved and the expendituio developed again (as it 
undoubtedly would) new beginuiugs would have to 
be made It is nupossible to develop a good educational 
system oi a good health system other than contmuously 
and any ourtailment foi the sake of immediate economy 
would probably mean oonsidorahle long period waste 
A lednotion m snob expenditae as Old Age Pensions, 
and Unemployment Insurance would not nooessanly 
represent a not economy to the country as a whole for 
the cessatiou ofjthis spending would undoubtedly throw 


been said^iagamst the demoiahsing eheet of the Unem 
ploymentjPay it is diffioijlt to read the acooimts of the 
system of rohef ft^m Poor Law and private dharity m 
the 80 ’b and ’^’s without toahsmg that the tranafeienoe 
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those income taxpayers who are hahlo to tax on a large 
proportion of their incomes 
However we look at the problem the financial pohoy o{ 
the future must be difficult The possibihty of a capital 
levy when pnoea were high was nogleotad and for years 
to come we shall have the problem of the mteiest and 
repayment of our unwieldy debt to face And although 



affects upon distribution If a tiade boom 
the trade depression the possibility of a levy 
im become practicable Tdl that opportumty 
c taxes will have to be heavy and oui attitude 
ixpendituxe more oautious than m happier 
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